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SOMALIA - KEY ECONOMIC INDICATORS 


(Some figures are preliminary and/or estimates.) 
(All are in current dollars unless otherwise stated.) 


Income Production 
GNP (millions of US$) 
Per Capita GNP (US$) 


Gross Fixed Capital Formation 
(millions of US$) 


Population (millions) 


Money and Prices 


Money supply (currently in 
circulation, demand deposits, 
and time and saving deposits: 
End of Year - Millions of 
US$) 


Mogadishu Consumer Price Index: 
End of Year (1977#100) 


Balance of Payments and Trade 


Gross Official Foreign Reserves: 
(millions of US$) 


Outstanding Foreign Debt 
(millions of US$) 


Debt Service (percent of export 
earnings) 


Exports (f..0.b.) 
(millions of US$) 


U.S. Share of Exports 
Imports 


U.S. Share of Imports 


1979 1980 198 


445.8 


155.96 


50.0 23.0 


N/A N/A 1,346.2 


(Projected at 32% in 1982) 


106.0 133.0 130.0 


Nil Nil Nil 


463.0 372.0 


N/A N/A 


% Change 
1980-1981 





% Change 
1980-1981 


Balance of Trade 
(millions of US$) -330.0 -242.0 26.6% 


Balance of Goods & Services 
(millions of US$) -337.0 -246.0 27.20% 


Data drawn mainly from "Development Strategy and Programme, 1982-1986" 
prepared by the Government of Somalia for the World Bank Consultative Group, 
July 1982. 





FOREIGN ECONOMIC TRENDS 


GENERAL 


Like many developing countries, Somalia is seeking 
to work its way out of a severe economic and financial 
crisis. Over the past eighteen months, the Government 
of Somalia has instituted a number of far-reaching policy 
reforms, and these have been supported by a sizeable infu- 
sion of external resources. As a result, Somalia's 
economic prospects are much brighter than they have been 
in the recent past. In the 1970's the country's economy 
was characterized by stagnating or declining domestic 
food production and agricultural exports, rapidly increas- 
ing budget deficits, sharply rising prices and increasing 
balance of payments difficulties, all of which led to 
a critical loss of foreign exchange reserves and an inability 
to sustain a level of imports essential to development. 


The rise in petroleum prices during the 1970's, the 
severe drought of 1974-1975, and a massive influx of refugees 
because of the drought and Somalia's political conflict with 
Ethiopia partially explain the country's serious economic 
difficulties. At the heart of the problem are past economic 
policies of the GSDR; particularly inadequate price incentives 
for agricutural producers, overly ambitious government spending and 
the maintenance of an over-valued exchange rate. The continued 
exodus to neighboring oil-exporting countries of skilled 
Somalis, lured by higher wages, also aggravated poor 
economic performance as did the poor profitability of parastatal 
enterprises which absorbed a large share of Somalia's limited 
investment resources. 


To try to cope with its serious economic problems, 
the GSDR, in concert with the IMF, began a stabilization 
program in 1980. The principal objectives of the program 
were to reduce inflationary pressures and improve the 





balance of payments/foreign exchange reserve position by 
restricting government expenditures and borrowing. 
Agricultural prices were also to be increased. The 
quantitative credit and borrowing targets of this program 
were exceeded, and the exercise did have some impact; as 
a result of a determined effort, government borrowing was 
well below its 1979 level. Total revenues declined by 6.9 
percent, however, mainly as a result of a decline in import 
duties, and the overall deficit was somewhat above its 
1979 level, but increased external financing permitted 

a reduction in bank borrowing. The economy may have grown 
slightly in 1980. 


In 1981, the GSDR, again in agreement with the IMF, 
implemented an even more ambitious stabilization program. 
Steps taken under this program included the provision of 
higher prices to agricultural producers, the elimination 
ef certain marketing controls, devaluation of the currency 
and the establishment of atwo-tier exchange rate system, a 
commitment to restrict government credit and borrowing and 
the abolition of certain inefficient parastatals. The 
government also agreed to move to a single exchange rate 
at some point in the future. On July lst, 1982, the GSDR 
honored this commitment with a second devaluation to a 
single rate for all transactions. Because of these measures, 
there is a real potential for economic progress in 1983. 


AGRICULTURE 


The most important element of Somalia's agricultural 
sector, and indeed the most important Somali economic activity, 
is livestock husbandry. This subsector, undertaken primarily 
by nomads, is the major source of Somalia's exports. The 
export of live animals in 1981 represented some 79 percent 
of Somalia's total export earnings, when some $115 million 
worth of animals were exported. Arab countries, primarily 
Saudi Arabia, remain the principal importers of Somali 
livestock. The GSDR, assisted by several multilateral and 
bilateral aid donors, is trying to expand livestock production 
through large investment outlays to improve services and 
range management techniques. 





Somalia's second leading export is bananas. In recent 
years, however, banana exports have been on a decline 
with exports falling from 112,000 metric tons in 
1973 to 35,400 metric tons in 1980. This decline resulted 
from inadequate incentive prices, shortages of inputs and 
a reluctance of expatriate (primarily Italian) farmers to 
replace or add to their investments. In an effort to 
increase production, the National Banana Board in 1981 
launched a new banana development project designed to im- 
prove cultivation practices and to promote more intensive 
use of fertilizers, pesticides, and agricultural machinery. 
Producer prices were also significantly increased. These 
changes are having an impact: in the southern part of the 
country it is now possible to observe abandoned banana 
plantations being put back into production. Exports of 
bananas doubled during the second half of 1981. 


Though no production data are available, 1981 is 
known to have been a very good year for basic food crops. 
Good rains prevailed over both crop seasons, and increased 
producer prices and a significantly reduced role for the 
Agricultural Development Corporation (which had in the 
past forced deliveries at very low prices) provided farmers 
with an additional incentive to produce. If the good rains 
prevail through the second crop season, 1982 should be 
an excellent year as well. 


INDUSTRY AND COMMERCE 


The GSDR has announced its intention to phase out 
inefficient parastatals unless compelling social concerns 
require their retention. The Livestock Development Cor- 
poration, Somalfish and the two parastatals which dealt 
with the importation of construction materials and textiles 
have been abolished. Others have had their activities 
curtailed. If this trend continues, public enterprises 
should be less of a drag on the economy and the private 
sector should be able to expand its role. 


Public enterprise performance has been poor in the past. 
The inadequate data available indicate that most public 
manufacturing enterprises consistently lost money in recent 





years while the profits of public trading enterprises 
declined. The reasons for this disappointing performance in- 
cluded high tax and interest burdens, uneconomic pricing 
policies and practices, low capacity utilization, and weak 
Managment. Public manufacturing enterprises specifically 
complained of the loss of markets, declining supplies of 
domestic agricultural raw materials, a shortage of spare 
parts and imported raw materials, obsolescent equipment, and 
a shortage of fuels and lubricants. Public trading firms 
suffered from high transport costs, high costs of short- 
term borrowing, price controls, non-payment for goods and 
subsidy costs by GSDR departments and agencies, and poor 
inventory control. 


The private sector has also had its problems in 
recent years, primarily as a result of spare parts and 
raw materials shortages resulting from a scarcity of 
foreign exchange. With the recent devaluation and an in- 
flow of donor provided foreign exchange in support of 
the balance of payments this situation should improve. 
(The United States is devoting a significant portion of 
its AID-financed Commodity Import Program to imports 
required by the private sector.) 


FISCAL TRENDS 


The financial position of the government improved 
markedly in 1981. While current expenditures increased, 
current revenues expanded as well. With a significant 
decline in extraordinary government expenditures, the 
overall deficit fell to 75 percent of its 1980 level. 
Domestic borrowing fell to 52 percent of the 1980 level 
(and to 38 percent of the 1970 level). 


MONETARY TRENDS 


As a result of government attempts to restrict 
expenditures, broad money supply increased by 23 percent 
from 1980 - 1981 (as against 20 percent, 37 percent and 
33 percent in 1979/80, 1978/79 and 1977/78 respectively). 
Given the rate of inflation that prevailed in 1981, 





liquidity in real terms declined. The GSDR recently 
announced a further increase in interest rates. While 

they are still negative in real terms, they are less so 

than was the case in the past and may encouragesavings. 

The GSDR has attempted to channel credit into agriculture 
and export related activities, but this effort has only been 
partially successful thus far. 


EXCHANGE RATE 


In an effort to take advantage of the foreign exchange 
earnings of the large numbers of Somalis who had migrated 
to the Middle East in search of higher wages, the GSDR in 
the mid-1970's allowed the creation of a parallel free 
market for foreign exchange known as the franco valuta 
system. Under this system, traders would purchase emigrant 
workers’ foreign currency, at a rate determined by supply 
and demand, and use the foreign currency to finance imports 
of certain commodities into Somalia. 


Although this system did make additional imports avail- 
able to the Somali economy, it produced serious problems. 
First, it divided the economy into a public sector that 
was starved for hard currency resources, and a more pros- 
perous, but largely consumption-oriented, private sector. 
Second, and perhaps more importantly, most of the imports 
financed by the franco valuta system were of a consumer/ 
luxury nature with the result that the multiplier potential 
of these resources was largely lost. (Substantial amounts 
of foreign exchange were also channeled into housing 
construction and foreign bank accounts rather than invested 
in productive enterprises.) 


In July 1981 the franco valuta system was abolished 
and, simultaneously, a two-tier exchange rate system was 
established. The first tier operated at the old official 
rate of So. Sh 6.232 per U.S. dollar and applied only to 
essential imports such as basic foods, medicines and chemicals, 
manufacturing raw materials, and agricultural supplies, 
equipment and materials, and spares for industrial machines. 
The second tier operated at a rate of So.Sh 12.465 per U.S. 





dollar and applied to non-essential imports, invisibles, 
workers remittances and export earnings. 


In July of this year, the two tier exchange rate 
System was abolished and replaced by a single exchange rate 
ef So.Sh 15.055 per U.S. dollar. This represented a devalua- 
tion of 142 percent against the lower tier (6.232) and 
21 percent against the higher tier (12.465). The subsidy on 
basic foods and other essential imports has been reduced, 
and migrants now have a greater incentive to remit their 
foreign earnings through official channels. The Somali 
Shilling remains somewhat overvalued (the black market 
rate is about So.Sh 21 per U.S. dollar), but the new rate 
nevertheless represents a considerable improvement. 


INFLATION 


Fiscal restraint under the current IMF stabilization 
exercise has resulted in a considerable reduction in 
inflationary pressures. From May 1981 to May 1982, the 
official Mogadishu consumer price index rose by only 21: 
percent. This represents a significant improvement over 
the 67 percent increase from January to December 1980. 


BALANCE OF PAYMENTS AND EXTERNAL DEBT 


Somalia's balance of payments improved slightly in 
1981. While overall exports for 1981 were slightly below 
their 1980 levels, this resulted primarily from poor per- 
formance during the first half of the year; exports of both 
livestock and bananas rebounded during the second half of the 
year. Imports decreased significantly and transfers held 
firm, creating an overall deficit on current account that 
was less than half its 1980 level. 


The balance of payments position for 1982 remains 
uncertain. International grants, a key dement in the cal- 
culation, appear to be holding near prior year levels, 
but the impact of the new exchange rate on foreign exchange 
availabilities remains unclear. As of March 1972, gross 





foreign exchange reserves would have covered a little 
over two months worth of imports (and net reserves were 
negative). 


Somalia's poverty enabled it to borrow on longer 
than usual terms at highly concessional rates. Even so, 
the country's debt service burden will rise in the next 
few years as the result of limited export growth and 
the expiration of grace periods. Somalia will almost 
certainly require continued concessional loans to service 
growing foreign debt. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


Somalia is not well endowed with resources, but it 
has the potential to provide its inhabitants with a higher 
standard of living than they enjoy at present. Only about 
8.5 percent of the country's potentially arable land is 
currently under cultivation; substantial new areas could 
be made available with appropriate investments in water 
supply, access roads, fertilizers, pesticides, etc. 
The fishing potential o& Somalia's 3,000 kilometers of 
coastline also remains virtually unexploited. Somalia's 
rangelands could be made much more productive by intro- 
ducing new range management techniques, veterinary services 
and improved marketing arrangements. The country is 
also ethnically homogeneous and has an advantageous geogra- 
phic location in relation to an affluent middle eastern 
market (with which it has close cultural and commercial 
ties). 


The GSDR is currently eager to interest U.S. business- 
men in trade and investment opportunities in.Somalia and 
is experimenting with policy reforms that major 
U.S. investors will require. Restrictions on private sector 
activity, the chronic shortage of foreign exchange, limited 
skilled labor, a poor communications and transportation 
system, a relatively small domestic market, and a shortage 
of raw materials, have discouraged U.S. firms from expanding 
into Somalia. U.S. business has therefore concentrated its 
efforts on providing equipment and services to Somali devel- 
opment projects financed by various western aid donors. 





U.S. investment in Somalia is currently limited to 
oil exploration agreements. The U.S. Export-Import bank 
and other American financial institutions, whose charters 
require a reasonable expectation that loans will be repaid, 
have declined to guarantee U.S. exports and investments. 
Many U.S. firms have found it difficult to compete with 
the firms of other industrialized countries that take 
Somalia's critical shortage of foreign exchange into con- 
sideration and often offer generous financing arrangements. 


In light of current economic circumstances, U.S. firms 
should probably, over the short to medium term, seek to 
capitalize on business opportunities through joint ventures 
with the more enterprising Somali business firms, as well 
as bid on aid projects financed by western donors (or inter- 
national organizations) where payment for goods and services 
is guaranteed. Most of these projects involve the develop- 
ment of agriculture, water resources, the fishing industry, 
livestock and Somalia's infrastructure. There will also be 
a variety of opportunities under the auspices of AID's 
ongoing commodity import program. 


In addition to internationally financed assistance 
projects, there are limited opportunities over the short to 


medium term for trade between U.S. firms and Somalia. 

These opportunities lie primariiy in those import items 

which the GSDR considers essential, such as cereals, cooking 
oils, medicines, military equipment, petroleum products, 
trucks and materials-handling equipment. U.S. firms should 
be forewarned, however, that entering into a direct business 
relationship with the GSDR or private Somali firms can be 
time consuming. It is virtually essential for any U.S. firm 
seriously interested in this type of activity to have a local 
commission agent who can promote the firm's interest. 


The outlook for U.S. export gains to Somalia may be 
described as modest in the near future. The primary factor 
inhibiting increased trade is Somalia's shortage of foreign 
exchange; major gains in U.S. export sales in the short to 
medium term will require preferential financing policies on 
the part of U.S. exporters. Looking toward the longer tern, 
greater possibilities for increased trade and investment for 
U.S. firms will be available if Somalia continues to adopt 
growth-related policies that will increase the role of private 
enterprise in the economy and minimize the inefficiencies 
of the public sector. 
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